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AUTHOR’S MAIN MESSAGE
In a time of ever increasing educational attainment levels, young people still experience lower employment, income, 
and participation rates as well as higher unemployment compared to adults. The share of high school and tertiary 
graduates who accept jobs suited for lower education levels (skills mismatch) is high in many countries. The reason is 
the low level of work-related competences held by young people. Generating these competences should become a top 
priority for modern education systems. In addition, labor markets should be more flexible to allow earlier labor market 
entrance, though they should be wary of becoming over-reliant on the use of temporary contracts.

Youth versus adult unemployment rates in 
OECD countries, 2015

ELEVATOR PITCH
In Germany, young people are no worse off than adults in 
the labor market, while in southern and eastern European 
countries, they fare three to four times worse. In Anglo-
Saxon countries, both youth and adults fare better than 
elsewhere, but their unemployment rates fluctuate more 
over the business cycle. The arrangements developed in 
each country to help young people gain work experience 
explain the striking differences in their outcomes. A better 
understanding of what drives these differences in labor 
market performance of young workers is essential for 
policies to be effective

KEY FINDINGS

Cons

In most countries, the ratio of youth to adult 
unemployment is between two and three; in 
eastern and southern Europe, young people fare 
even worse.

Southern and eastern European countries were 
the hardest hit by the global financial crisis, with 
youth suffering most.

Temporary work does not solve the youth 
disadvantage; it helps only the most skilled workers 
and those in need of general, not job-specific, 
skills.

Pros

Countries differ dramatically in their ability to 
generate the work-related competences young 
people need to succeed in the labor market.

Central European, Anglo-Saxon, and several Asian 
countries perform better with respect to many 
youth outcomes.

Recent reforms are reducing cross-country 
institutional differences; the worst performing 
countries are learning from the best.

Education systems that integrate more with 
the labor market, through apprenticeships, job 
placement services, or direct hiring by firms, seem 
to set up their youth for success in the labor market.

Source: Author’s own compilation based on OECD data. Online at: 
http://stats.oecd.org/
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MOTIVATION
Young people, in nearly every country, experience worse labor market outcomes than 
adults. However, there are striking differences across countries, with some performing 
much better than others. The reason behind the worldwide youth disadvantage can be 
traced back to their lower than average human capital. This may be because some youth 
drop out of school before achieving at least compulsory education, or because when they 
do achieve a high secondary or tertiary education level, they miss other key components 
of human capital, namely general and job-specific work experience. General competences 
can be acquired through any type of (even short) work experience. However, job-specific 
competences can be acquired and used only in specific jobs and require long periods of 
time to accumulate, say several years, depending on the actual professional content of 
the job. This low level of human capital among young people correlates with, among 
other things, jobs mismatch, which is the difference between the competences supplied 
by young people and those that firms require from them.

DISCUSSION OF PROS AND CONS
Youth face a variety of challenges in different countries’ labor markets. In which countries 
do young people perform relatively better or worse in the labor market? Answering this 
question can provide important insights into the factors that lead to the success or 
failure of a country’s school-to-work transition (SWT) system. SWT regimes comprise all 
institutions that impact the education-to-work transition, including the education and 
training system, labor market regulations, the organization of the welfare state, and family 
structures. All these factors can have important implications for labor market outcomes 
of young people. A noteworthy study defines a transition system as “the relatively enduring 
features of a country’s institutional and structural arrangements which shape transition 
processes and outcomes” [1].

The youth disadvantage in a given labor market can be assessed using different indicators. 
The most common is the unemployment rate, namely the share of the workforce 
that is actively seeking work. Nonetheless, especially in the case of young people, the 
unemployment rate tells only part of the story. An alternative is to look at the ratio of 
youth to adult unemployment rates. The former is affected more by the fluctuations of 
the business cycle than the latter, which more closely mirrors a country’s institutional 
characteristics and the functionality of its SWT system. OECD countries tend to cluster 
around similar values of the youth and adult unemployment rates and, hence, also the 
ratio of the two. The evolution over time of these rates is likewise similar within given 
groups of countries. Such evolutions are mostly independent of economic conditions 
and compositional differences in young people’s educational and social backgrounds [2]. 
This suggests that several countries belong to the same SWT regime.

Following a study from 2015, at least five different SWT regimes can be identified [3]: 
(i) the north European or Scandinavian model (Finland, Norway, and Sweden); (ii) the
continental European model (Austria, France, Germany, and the Netherlands, as well as—
in some opinions—Belgium and Denmark); (iii) the Anglo-Saxon model (the UK, the US,
Australia, Canada, Ireland, and New Zealand); (iv) the south European model (Greece,
Italy, Portugal, and Spain); and (v) that of former socialist countries, which include the
new EU member states. These SWT regimes overlap with the identification of welfare
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state regimes—social democratic, conservative, liberal—with the addition of the so-called 
Latin Rim (southern European countries) [4], and former socialist countries.

Other indicators, such as the employment rate, the rate of inactivity, and the not in 
education, employment, or training (NEET) rate, are also useful to catch specific 
aspects of young people’s labor market behavior, but the first two mentioned—the youth 
unemployment rate and the ratio of the youth to the adult unemployment rate—are the 
most commonly used.

As shown in the illustration on page 1, young people experience a disadvantage compared 
to adults in every OECD country. In most countries, the youth unemployment rate is two 
to three times larger than for adults. Germany and Japan are the only two countries in 
which young people have nearly the same risk of unemployment as adults. These two 
countries have experienced the lowest relative disadvantage of young to adult people 
in their labor markets for decades [3]. In Anglo-Saxon countries (the US, the UK, and 
Australia, among others), both youth and adults have a relatively low unemployment 
rate, though the youth rate still exceeds that of adults.

More generally, there is considerable cross-country variation when it comes to youth’s 
labor market success. For instance, many central European countries (especially Germany, 
Austria, and Switzerland), Anglo-Saxon ones, and some Asian countries (especially Japan) 
have lower youth unemployment and inactivity rates, and higher employment rates and 
earnings than the rest of the EU—especially southern and eastern Europe as well as, to a 
lesser extent, the Scandinavian countries. This comparison also holds true for a number 
of Latin American, Central Asian, and African countries.

Important differences have emerged in terms of how young people in different countries 
have faced the recent global financial crisis. Figure 1 compares groups of countries 
with similar SWT institutions from 2000 to 2015. The two panels show the youth 
unemployment rate and the ratio of youth to adult unemployment rates, respectively. 
The youth unemployment rate (shown in Panel A) has increased during this period in 
each group of countries. The 2007 financial crisis had a particularly strong impact in 
the Anglo-Saxon, eastern European, and, above all, the southern European countries. 
The reason for this vulnerability is probably the greater degree of labor market flexibility 
in these groups of countries. It should be noted that labor flexibility impacts the entire 
workforce in Anglo-Saxon countries, but only new hires in the eastern and southern 
European countries. In these latter two groups, labor flexibility has been achieved only 
recently through the so-called two-tier reforms, which generally only affect new entrants 
into the labor market, without changing the contracts of the majority of the existing 
workforce. These reforms essentially make it more convenient for firms to hire workers 
on temporary contracts. Temporary contracts, in turn, are the first to be discontinued 
during economic crises, simply because the easiest way for management to reduce staff 
numbers is by not renewing temporary contracts upon their natural expiration date. 
Thanks to this marked increase in temporary contracts, firms find it much easier to 
apply the so-called last in, first out (LIFO) principle, usually at the expense of young 
people in particular. According to this principle, when necessary, managers tend to fire 
the most recently hired workers first, which reduces both the loss of human capital for 
the firm as well as the overall social cost to society, since the youngest workforce is the 
easiest to relocate and is often unmarried and/or has no children. Nonetheless, the post-
crisis recovery is well underway in the Anglo-Saxon and eastern European countries, 
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whereas youth unemployment remains extremely high in southern European countries. A 
persistent slow growth has played a significant role in keeping youth unemployment high 
in this last group of countries.

Figure 1, Panel B looks at the ratio of youth to adult unemployment rates. Each group, 
with the exception of the southern European countries, saw an increase in this ratio in 
the aftermath of the financial crisis. The reason that the ratio in southern European 
countries does not appear to have been affected is because the crisis has been so deep 
and prolonged in that region that it has also impacted the adults to a much larger extent 
than elsewhere; indeed, the fact that adults have been affected so significantly is often 
seen as an indicator of the depth of the crisis in these countries [5]. By 2015, the Anglo-
Saxon countries had returned to their pre-crisis ratio levels or even below. This is likely 
related to the fact that both firing and hiring are easier than in the other country groups.

Another typical aspect of youth behavior is that they tend to seek jobs in a haphazard 
and discontinuous way. They are particularly affected by news about the labor market 
outlook and tend to get more easily discouraged than other demographic groups when 
the average unemployment rate is high. Since many young people are not actively seeking 
work, they tend to be classified more often as inactive rather than unemployed, but, 

Figure 1. Youth unemployment rate and the ratio of youth to adult unemployment rates

Note: Countries are grouped together according to the similarity of their school-to-work transition systems. Central 
European countries include Austria, Denmark, France, Germany, the Netherlands, and Switzerland. Anglo-Saxon 
countries include Australia, Canada, Ireland, New Zealand, the UK, and the US. Scandinavian countries include 
Finland, Norway, and Sweden. South European countries include Greece, Italy, Portugal, and Spain. East European 
states include the Czech Republic, Estonia, Hungary, Poland, and Slovakia.

Source: Author’s own compilation based on OECD data. Online at: http://stats.oecd.org/
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in fact, they are still seeking a job. To take this behavior into account, many observers 
suggest looking at youth’s inactivity rate as well as their unemployment rate. 

In addition to these two metrics, the NEET rate offers another statistical indicator that is 
able to account for young people’s tendency to be discouraged in their job search.NEET 
accounts for the tendency of young people to move more frequently between different 
labor market statuses, including education and training. Being in education and/or 
training should not be considered as a negative state for young people, since their main 
aim should be to build their own human capital. Moreover, in recent times, young people 
are increasingly involved in insecure, very-short-term labor market experiences, especially 
in those countries where labor flexibility has been achieved by liberalizing temporary 
work arrangements. In fact, in most countries, but especially in southern and eastern 
Europe, many young people are hired on short fixed-term contracts. This trend has led 
to calls for labor market reforms aimed at introducing a single type of permanent labor 
contract, which would entail less employment protection and lower litigation costs, and 
be achieved through the definition of pre-defined severance pay as well as lower fiscal 
and social security costs than are currently associated with fixed-term contracts [6]. The 
Italian Jobs Act of 2015 is one reform that moves in this direction.

Last, but not least, another commonly observed fact is that youth labor markets around 
the world are segmented. Some young people, especially those coming from rich families, 
tend to experience a smooth SWT. They achieve the highest educational level they wish 
and soon after find the jobs best suited for them. On the other hand, there are segments of 
young people who remain at a constant disadvantage in the labor market. This primarily 
includes low-educated young people, especially those without compulsory educational 
attainment and those who come from a poor background.

Seeking explanations for the youth disadvantage

Why do young people experience a disadvantage in the labor market? A mix of factors 
should be considered when attempting to answer this question. First and foremost among 
these is the lack of sufficient economic growth in many countries. The youth disadvantage 
is strongly and inversely affected by the business cycle: when an economy is expanding, its 
youth unemployment rate decreases more than the average, while it increases more than 
average when an economy is contracting. A study from 2012 supports this, by showing 
that the youth unemployment rate is particularly sensitive to economic and financial 
crises [7].

A mix of factors explain this counter-cyclical nature. First, the aforementioned LIFO 
principle plays a role, as it disproportionately impacts young workers. Second, the LIFO 
principle is amplified by policies that reduce the cost of firing, either for all workers, as in 
the Anglo-Saxon countries, or primarily for young workers, as is the case in countries that 
have implemented two-tier reforms that only apply to the new hires, such as most south 
and east European countries. If the majority of new hires are made through temporary 
contracts, it is easy to discontinue such contracts by simply not renewing them. This 
leads to a situation in which many youth cycle rapidly in and out of employment.

In addition to macroeconomic factors, one should consider more structural factors. In 
fact, differences in the youth disadvantage across countries are stubbornly persistent, 



IZA World of Labor | January 2018 | wol.iza.org 
6

FRANCESCO PASTORE  |  Why is youth unemployment so high and different across countries?

and this is typically explained by different institutional settings. Structural factors are 
directly affected by the way in which SWT systems are organized and, indirectly, depend 
on policies regarding the education system and employment protection legislation. 
These institutions affect the length and degree of smoothness of youth’s SWT, and are 
so important in terms of labor market outcomes because they affect the main difference 
between youth and adults, namely the lack of two of the three main components of 
human capital: general and job-related competences. Human capital is not only based 
on education, but also on these components, which generate what has been called the 
“experience gap of young people” [3].

This gap is the main reason firms prefer adults to young people. Therefore, the gap 
generates what is sometimes called the “experience trap”: firms need not only general 
competences in their employees, which are gained through education, but also work-
related competences and skills, which can be gained only through work experience. 
While general competences and work experience are gained quite quickly in any type 
of job and are easily transferred to any other type of job, job-specific competences and 
specific work experience can only be gained and used in the specific job for which they 
apply. Moreover, these specific traits require a long period of time to acquire. Examples 
of general competences acquired through any kind of work experience (e.g. a short time 
working at a fast-food restaurant) are: timeliness, ability to deal with the fact that in 
any organization there is a hierarchical and social division of labor, ability to deal with 
customers, and ability to use a word processing program. Examples of job-specific work 
experience are: teaching pupils for a teacher or professor, preparing a summons for a 
barrister, or preparing a tax return for a financial advisor.

Both general and job-related competences are subject to market failure. One study dating 
from the 1960s showed that it is not convenient for firms to provide general training 
because the competences acquired can be easily transferred to a competitor when 
workers change jobs [8]. Consequently, firms will tend to transfer the cost of training to 
workers via lower wages, unless the state offers financial or practical training support.

Likewise, job-specific competences tend to generate market failures and thereby require 
intervention from the state to be fully developed. As these competences are acquired 
through long periods of work experience, job-specific training is unlikely to be provided 
to workers on temporary contracts. Neither workers nor firms have sufficient incentives 
to invest in this form of training when contracts are temporary. It is therefore not 
uncommon that workers wishing to start a liberal profession, for instance, will find it 
hard to receive the necessary training from firms. One way to overcome this problem is by 
means of long-term contracts and wage structures that increase with job tenure to make 
workers more faithful to their employer [9].

Temporary work can be a tool to provide general but not firm-specific human capital. 
Due to their lower cost to firms, temporary contracts could incentivize them to provide 
on-the-job training to build general human capital, because workers will pay the cost of 
training via lower than market wages. Conversely, employers will be willing to provide on-
the-job training to build firm-specific human capital in employees under the condition 
that the employee remains at the firm long enough to fully return the firm’s investment. 
Toward this end, firms tend to offer increasing wages to their employees for the exact 
purpose of incentivizing them to remain with the firm for this sufficiently long period 
of time.
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Lower wage costs, which are attached to fixed-term (temporary) contracts, might be 
sufficient to allow young people to acquire the training that they need to overcome their 
gap in general, but not their gap in job-specific human capital. In other words, while 
temporary contracts may incentivize employers to hire young people, thereby imparting 
them with general skills, these arrangements will not lead to the development of job-
specific competences. This is because firms worry that they will not benefit from the 
returns to job-specific competences that young workers would acquire if given job-specific 
training while under temporary contracts.

Differences in school-to-work transition regimes

The state plays a critical role in helping young people acquire all three of the key 
components of human capital. However, the way in which such help is provided differs 
dramatically across countries and the mix of institutions involved is highly complex; 
hence, it is important to identify different regimes or models used in different countries.

SWT systems differ on whether it is the mission of the education system itself to provide 
work-related competences (as in dual education systems) or whether young people are 
expected to acquire these competences after completing their education (as in sequential 
education systems) [5].

With their flexible labor markets, Anglo-Saxon countries provide the best example of 
sequential education systems, in which young people are able to acquire their work-related 
competences directly through work. If the labor market is sufficiently flexible, young people 
are able to move from one job to the next in a relatively quick and easy way, which allows them 
to gain a variety of work-related competences fairly quickly. To understand the importance 
of labor flexibility to reduce the experience gap of young people, consider a simple example. 
In the US, the annual job finding rate is above 60%, which means that 60 out of every 100 
unemployed people find a job within the year, and, hence, if chances are equally distributed 
among unemployed individuals, every unemployed person has, on average, a chance to find 
a job in less than two years, which is a relatively short period of time.

Another important feature of Anglo-Saxon countries is their aversion to nationwide wage-
setting mechanisms. Such practices tend to equalize wages across age groups, forcing 
firms to pay equal wages for different human capital and skill levels. In the absence of these 
nationwide policies, the ability to pay lower entry wages for young people incentivizes 
firms to hire them.

With its apprenticeship system involving about 60% of any young cohort, Germany is 
the best example of a dual education system. In Germany, the majority of young people 
acquire work-related competences during school, through their apprenticeship contract. 
Professional universities are also provided for graduates from the apprenticeship system. 
The main limitations of the German approach are to be found in the excessively specific 
knowledge of workers, which could be an obstacle in periods of dramatic structural 
change. Additionally, students are subject to early tracking, in which they are obliged to 
choose at the age of ten between going to a Gymnasium (a type of school with a strong 
emphasis on academic learning, which qualifies students for university) or other school 
types (which would qualify students for an apprenticeship). At this age, individuals have 
not fully developed their individual preferences; therefore adults usually make the choice 
instead [10].
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Other types of SWT systems are more cumbersome (e.g. the Scandinavian model) 
or disorganized (e.g. the southern European model) in how they build work-related 
competences. Scandinavian countries include only small aspects of the dual principle in 
work-related learning at school in combination with rigid labor markets. These countries 
tend to help young people gain work-related competences by means of active labor market 

Education systems

Youth employment policy should be based on a mix of different tools, including not only 
labor market flexibility, or “flexicurity,” but also efficient education, training, and, more 
generally, school-to-work transition regimes.

Education systems may be: rigid or flexible; sequential (or school based) or dual 
(apprentice based); or may or may not have institutionalized links to the labor market.

Rigid education systems impose strict constraints on individual decisions to invest in human 
capital, reducing the size of the investment or its return. This includes the German “early 
tracking” policy, which forces students to choose educational or vocational tracts at a 
very early age (ten years old); obstacles to movements across curricula, fields of study, and 
so on; any hardship of study programs, which causes dramatically delayed graduations 
and university dropouts.

Sequential education systems allow for the gaining of work experience and professional 
training only after completing general education. In contrast, dual education systems allow for 
simultaneous general education and professional training. The mission of dual education 
systems is not only to provide general education, but generate all-round human capital, 
including competences which must be taught on the job, not just in the classroom. The 
benefit of the latter, which are generally associated with lower absolute and relative youth 
disadvantage, is that when completing their education, young people have at least in 
part already overcome the youth experience gap, becoming immediately employable by 
firms and more easily substitutable to adults. Apprenticeship is the best, if not the only, 
example of the application of the dual principle in that it implies on-the-job training and 
school-based general vocational education on related issues (Eichhorst et al., 2015).

Apart from the choice of the education system, teaching methods themselves are 
important aspects of building competences: teaching should be based not only on 
learning general abstract principles, but also on problem solving.

Finally, the third most important feature of any education system is the strength of the 
institutional linkages between education and the labor market (Pastore, 2015; Raffe, 
2008; Smyth et al., 2001). Strong links increase students’ motivation to invest in human 
capital accumulation. By contrast, when such linkages are missing, investment in general 
education may be lower than desired. Three different models of integration can be found: 
(i) the aforementioned dual education system; (ii) the Jisseki Kankei (Japan); (iii) job 
placement services (started in Anglo-Saxon countries).

Source: Eichhorst, W., N. Rodríguez-Planas, R. Schmidl, and K. F. Zimmermann. “A 
roadmap to vocational education and training in industrialized countries.” Industrial and 
Labor Relations Review 68:2 (2015): 314–337; Pastore, F. The Youth Experience Gap. Explaining 
National Differences in the School-to-Work Transition. Heidelberg: Springer Briefs in Economics, 
2015; Raffe, D. “The concept of transition system.” Journal of Education and Work 21:4 
(2008): 277–296; Smyth, E., M. Gangl, D. Raffe, D. Hannan, and S. McCoy. A Comparative 
Analysis of Transitions from Education to Work in Europe (CATEWE). ESRI Final Report, 2001.
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policies, implemented on a large scale and provided to everybody who has not found a 
job within four months of the beginning of their unemployment spell or completion of 
education. This is called the Youth Guarantee and has been recently extended by the EU 
to all EU countries.

Last, but not least, the southern European SWT, which is similar to that found in many 
Latin countries all over the world, also tends to include some aspects of the dual principle 
and quite rigid labor markets. For example, in Italy, in the early 1990s before the recent 
labor reforms, the job finding rate was only about 13%, which means that 13 out of 100 
unemployed job seekers found a job within a year of their unemployment spell’s start. 
This meant that, on average, an unemployment spell was likely to last just less than eight 
years, which is obviously a very long duration. Only after the recent reforms (started in 
the late 1990s and still ongoing) has the job finding rate increased to about 30%, but 
this only applies to new hires. Only since the start of the 2010s have educational reforms 
introduced work-related learning into students’ curricula and the state adopted some 
proactive labor market measures similar to those found in the central European and 
Scandinavian systems.

LIMITATIONS AND GAPS
The most important limitation in the context of youth labor market performance is 
the tendency of labor economists to overrate the importance of labor markets and 
employment protection legislation. Labor flexibility and labor market institutions more 
generally are only some of the factors that affect the development of human capital 
among youth. Another important factor, which has only recently been understood as 
crucial, is the role of educational policy and well-designed educational reforms.

Additionally, the strong emphasis on economic growth, which is typical of the Keynesian 
approach, is often exaggerated by economists. Of course, economic growth is an obvious 
pre-condition to increase employment, especially among young people, but some aspects 
of the youth-specific challenges are independent of the business cycle and the degree 
of labor market flexibility. Instead, they depend on the way in which SWT systems are 
structured and, in particular, on the way education systems are built.

More information should be collected on how the structure of an education system 
affects youth labor market issues, rather than the current focus on the role of employment 
protection legislation. How much do countries spend on education? How interlinked are 
education systems with the labor market? How flexible are education systems and how 
many limitations are imposed on young people preventing them from fully developing 
their talent? All these questions should be addressed to get a better understanding about 
the mechanisms and reasons for differences in youth unemployment.

SUMMARY AND POLICY ADVICE
Young people are the most affected by adverse economic conditions. One of the main 
reasons for this is that firms prefer to fire the most recently hired workers when layoffs are 
called for. They do this for both social and economic reasons: young people have fewer 
family commitments, which allows them to transition into new work situations more 
easily, and they possess less firm-specific human capital, thereby minimizing the firm’s 
losses when laying off employees.
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Structural and institutional factors also matter. Young people are becoming ever more 
educated around the world, but they still have lower human capital than adults because 
they lack work-related competences. These competences can only be acquired on the 
job, through general and job-specific work experience. This experience gap generates an 
experience trap as employers search for employees who already possess competences, 
but young people need work experience to acquire them.

SWT regimes differ across countries in how they address this youth human capital 
gap. Anglo-Saxon countries utilize high-quality education and flexible labor markets. 
Central European countries, especially Germany, employ the dual principle of education 
(apprenticeship). Scandinavian countries have a sequential education system like the 
Anglo-Saxon countries, but rigid labor markets; they prevent long-term unemployment 
by providing proactive schemes on a large scale. Meanwhile, eastern and southern 
European countries are still trying to reform their institutions to come in line with these 
other systems.

In sum, if the youth disadvantage indeed depends on a human capital gap, then it is not 
by chance that the countries with the lowest youth disadvantage have education systems 
that are more integrated with the labor market and a modern system of “flexicurity” at 
work. Flexicurity means not only flexibility, but also labor security, which implies that if not 
job stability, then at least employment and income stability should be provided by means 
of passive income support, while proactive training schemes increase employability. From 
the point of view of young people, it should now be clear that a well-designed education 
system is important to have efficient flexicurity. While each country must address their 
own unique challenges, these features do appear key in providing youth with the tools 
they need to succeed in the labor market.
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